U.S. House of Representatives
Committee on the Budget

Washington, D.C.
October 28, 1999

All 13 Appropriations Are Complete:
CBO Reaffirms Republicans Have Spent Social Security

Dear Democratic Colleague:

The Republicans have now completed all thirteen appropriations bills for FY 2000. Through
across-the-board cuts, gimmicks, and “scorekeeping adjustments,” they purport to keep their
promise to balance the budget excluding Social Security. But CBO has just scored all thirteen
bills and the across-the-board cut, and once again verifies thablkans have broken their
promise by spending the Social Security surplus.

According to CBO, the appropriations bills turn a $14.4 billion on-budget surplus$ifo. &

billion on-budgetdeficit. This means that some of the surplus in the Social Security Trust
Fund is being used to cover deficit spending rather than to buy down debt; i.e., the Social
Security surplus is being spent rather than saved. Attached is a memorandum and table CBO
released today, scoring all thirteen appropriations bills and calculating their effect on the Social
Security surplus.

The Republicans’ broken promise was not caused solely by the Labor-HHS-Education
appropriations i, which the Republican Leadership arranged to come last; CBO has been
saying since last July that Congress was running on-budget deficits. The Republicans broke
their promise the day they decided to use “scorekeeping adjustments” to override CBO’s own
estimates and hide their on-budget deficit.



It is ironic that Republicans are publicly attacking Democrats for “raiding Social Security”
when CBO tells us it iheir appropriations that have already created an on-budget deficit.

CBOQO’s Memorandum: The table CBO released today is clear. When CBO projected a $14.4
billion on-budget surplus on July'1 , it assumed outlays for appropriated programs would total
$579.8 billion. But the thirteen appropriations bills have increased outl&gd.@5 billion,

and that figure would have been even higher if not for the $#Bidnhin outlay savings
produced by the 0.97 percent across-the-board funding cut. In short, outlays from
appropriations have increased by $30.7 billion.

This increase of $30.7 billion also causes debt service to be $0.8 billion higher than CBO had
assumed. These two factors turn the on-budget surplus into an on-budget deficit.

CBO'’s on-budget surplus, July' 1 $14.4 billion
less: extra cost of appropriations bills -30.7
less: extra costs of debt service ___-0.8
CBO’s on-budget deficit, October 26 -17.1

Unrealistic Starting Point: This outcome should surprise no one. CBO’s Jiily 1 surplus was
predicated on spending caps that implied huge cuts. To illustrate, the temporary “continuing
resolution” that currently funds the government — a simple freeze at last year's level —
exceeds the July'l spending caps by more than $36 billion in budget authority and $23 billion
in outlays, close to the $30.7 billion increase in the Republican appropriations bills.

Across-the-Board Cuts: The Republicans’ reliance on across-the-board cuts is disturbing.
Such cuts are mindless and mechanical. Programs that have already been squeezed will be cut
still further, causing noticeable harm. One example among the hundreds that could be cited
is that cutting the President’s classroom size initiative below last year’s level will ultimately
require laying off 300 recently hired first, second, and third grade teachers. If another $3.5
billion in outlay cuts were really needed, it would be far better for Republicans to step up to
their responsibilities and take a program-by-program look at the existing bills. Meanwhile, the
across-the-board cutsqaluce the worst of both worlds — they cause real harm to many key
programs, and doot balance the budget excluding Social Security.

Funding Gimmickry: Like across-the-board cuts, gimmickry is not a new Republican
invention. But this year's gimmicks deserve blue ribbons. It is clear that the gimmicks just
make next year’s problems worse.

° At least $14 billion of budget authority for ongoing programs has been into pushed next



year.

° At least $11 billion of budget authority in this year’s column has been encumbered with
directives not to obligate funds until the last days of FY 2000.

° The scheduled sale of the broadcast spectrum has been accelerated into this year.
° Defense contractors will be paid five days late on average.

° Greater amounts have been designated as emergencies than ever before — $25 billion
in BA — and with less justification. The entire cost of the decennial census, routine
operating costs of the Defense Department and the Department of Health and Human
Services, and the annual appropriation for the low-income home energy assistance
program (LIHEAP) are now “emergencies.”

Scorekeeping “Adjustments:” The Republicans’ budgetary claims are based on
“scorekeeping adjustments” that the Budget Committees have imposed on CBO. In fact, the
House Budget Committee has never met to discuss or approve any such scorekeeping
“adjustments” and the attached CBO memorandum and table does not make use of them. Yet
these adjustments allow the Republicansl&m that outlays will be $18 billion less than

CBO estimates, enough to eliminate the on-budget deficit.

Other bills: The CBO table covers only the thirteen appropriations bills. But there are other
bills pending: a Medicare providers bill; a minimum wage bill that is attracting expensive tax
cuts; the tax extenders bill; a patients bill of rights with tax cuts attached. The costs of these
bills may be small in FY 2000, but it is certainly not zero. In addition, the appropriations
process has made no allowance for real emergency costs that are already pending: hurricane
and flood relief, additional Kosovo costs, and so on.

| hope this information has been helpful to you. If you have questions, please call me or call
Tom Kahn of the Budget Committee staff at 6-7200.

Sincerely,

1
Lghll
John M. Spratt, Jr.
Ranking Democratic Member



CONGRESSIONAL BUDGET OFFICE Dan L.. Crippen
U.S. CONGRESS Director
WASHINGTON, DC 20515

Octlober 28, 1999

Homnorable John M. Spratt Jr.
Ranking Democratic Member
Committec on the Budget
U.S. Housc of Representatives
Washington, DC 20515

Decar Congressman:

As requested in your letter of October 22, the Congressional Budget Office
(CBO) has estimated the on-budget deficit for fiscal year 2000, incorporating
appropriation action to date. CBQ has also calculated the across-the-board cut
that would be necessary to climinate the estimated on-budget deficit for this
year under two scenarios: if all new appropriations were included and if
specified appropriations were exempted.

CBO’s estimates arc bascd on appropriation bills that have been signed by the
President and, for those that have not yet been cnacted into law, on the most
recent conference agreements. Table 1 provides CBO’s cstimates of how
those bills would afiect the on-budget surplus for fiscal year 2000.

As you requested, those cstimates reflect CBO’s assumptions and
methodology and cxclude directed scoring adjustments. The estimates
incorporate the 0.97 percent across-the-board reduction and other savings
included in the conference report on the District of Columbia and
l.abor/Hcalth and Human Services appropriation bills.

You also requested that CBO estimate the across-thc-board reductions in
budget authority and obligation limitations that would be required to eliminate
the estimated on-budget deficit if (a) all discretionary appropriations were
included in the across-the-board cut and (b) if the defense and military
construction bills and funding for veterans in the Veterans/ITousing and Urban
Development appropriation bill were exempted from the reduction. Table 2



Honorable John M. Spratt Ir.
Page 2

responds to your request. Itidentities the reduction that CBO estimates would
be required to eliminate the projected on-budge! deficit, over and above the
0.97 percent across-the-board reduction that is included in the conference
rcport for the District of Columbia and the Labor/Health and Human Services
appropriation bills.

In response to numerous qucstions about the on-budget deficit and related
matters, CBO has prepared a memorandum entitied Discretionary Spending
Caps, Deficits, and the Social Security Surplus, which providcs some context
for addressing the budgetary issues you have raised. A copy of that
memorandum is enclosed.

I 'you wish further information, wc will be pleased to provide it. ‘The CBO
staff contact for this issue is Jeffrcy Holland, who can be reached at 226-2880.

Sincerely,

<

Dan L. Crippen
Director

Enclosures

cc: Honorable John R. Kasich
Chairman
House Committee on the Budget
Honorable Pete V. Domenici

Chairman
Senate Committce on the Budget

ldentical Letier Sent to Honorable Frank R. Lautenberg



TABLE 1. ESTIMATED BUDGETARY IMPACT OF CURRENT APPROPRIATION ACTION
FOR FISCAL YEAR 2000, AS OF OCTOBER 27, 1999 (ln billions of dollars)

Budget
Authority Outlays
Discretionary Appropriations (By bill)*
Agriculturc 227 227
Commerce, Justice, Statc, the judiciary 372 36.3
Defense 269.4 267.8
District of Columbia 0.4 04
Energy and water 213 21.0
Foreign operations 12.7 133
Interior 14.4 14.7
Labor, IS, Cducation® 84.6 834
Legislative 25 25
Military construction 84 8.8
Transportation 13.6 44.7
Treasury and genecal government 13.7 14,7
Veterans, HUD, independent agencies 719 83.7
Subtotal® 5729 614.1
Across-the-board reduction of 0.97 percent 5.7 -3.5
Savings from additional collections of defaulted
student loans -0.1 -0.1
Total* 567.1 610.5
CBO’s July 1999 Baseline Estimate of
Discretionary Appropriations 539.3 A798
Difference (Totul appropriations
minus baseline estimate} 27.8 30.7
Additional Interest Costs Resulting from
Higher Appropriations n.a. 0.8
Total Change trom Baseline na, 315
CBO’s July 1999 Baseline FEstimate of
the On-Budget Surplus na. 14.4
CBO’s Estimate of the On-Budget Deficit (-)
Reflecting Appropriation Action to Date® na. -17.1

SOURCE: Congressional Budpet Office.

NOTE:  HHS = Department of Health and Human Services; HUD = Deparyuient of Housing and Urban Development;
n.a = not applicable,

a. CBO estimates, excluding scorckecping adjustments.




TABLE 2. POTENTIAL ACROSS-THE-BOARD CUTS IN DISCRETIONARY SPENDING
NECESSARY TO ELIMINATE THE ESTIMATED ON-BUDGET DEFICIT IN
FISCAL YEAR 2000 (In billions of dollars)

Budget New
Authority Qutlays"
All Appropriations
Status of All Discretionary Appropriations
as of October 27 567.1 349.2
Items That Do Not Respond 1o Across-the-Board Cuts 13.0 6.1
Appropriations Availablc lor Across-the-Board Cuts 580.1 1553
Estimated Additional Across-the-Board Cuts
of 4.8 Percent to Achicve Reguired Qutlay Savings 279 17.1
Appropriations Fxclnding Certain Bills
Current Status of All Discretionary Appropriations
us of October 27 567.1 3492
Bills to Be Excluded from Cuts
Defense -265.1 -177.3
Military constniction 83 2.4
Vileruns programs -20.7 -17.4
Items That Do Not Respond 1o Across-the-Board Cuts 125 6.4
Appropriations Available for Across-the-Board Cuts 2854 158.5
tstimated Additional Across-the-Board Cuts
of 10.8 Percent to Achieve Required Qutlay Savings 3038 17.1

SOURCE. Conpgressional Budger Otfice,

NOTE: "The estimated across-the-board cuts shown above are in addition to the 0.97 percent reductton incladed in the
conlerence agreement on the District of Columbia and Lubot/Health and Human Scrvices bills.

a. Discretionary outlays from budget authority and obligation limitativns provided for fiscal year 2000.




DISCRETIONARY SPENDING CAPS, DEFICITS, AND
THE SOCIAL SECURITY TRUST FUNDS

October 28. 1999

The current budget debate centers around two distinct objectives. The first is
adherence to the statutory caps on discretionary spending specified in the Balanced
Budget Act of 1997 (BBA). Thc BBA extends an accounting framework for
discretionary spending and requires across-the-board cuts (sequestration) if the caps
arc exceeded. The execntive branch alone determines whether a sequestration is
needed and, if so, executes it.

The sccond objective is avoiding an on-budget deficit—that is, avoiding the
need to borrow from the Social Security trust funds to finance non-Social Security
spending. Whether that objective is met depends on the total amount of revenues and
spending in the rest of the budget. No enforcement mechanism, such as scques-
tration, exists to ensure the attainment of that goal.

Those two objectives are related but are not identical, and actions taken to
achieve one of them would not necessarily increase the likelihood of achieving the
other. Inaddition, confusion exists about the relationship between on-budget deficits
and the Social Security surplus. In responsc to numerous questions, the Congres-
sional Budget Office (CBO) has prepared this memorandum to provide some context
for addressing those issues.

Limits of Budget Listimates

It is important to keep in mind that at this stage in the budget process, all of the
numbers being presented are estimates of outcomes over the next 12 months. Even
without future Congressional action, at this time next year, current estimates of total
revenues and outlays will probably have proved to be too high or too low by
significant amounts. Fourteen months apo, for example, CBO predicted an on-
budget deticit of $37 billion for fiscal year 1999, (The spending and income ol the
Social Security trust funds and the Postal Service are defincd by law as off-budget.
All other spending and income of the government are on-budget.) In fact, the on-
budget accounts were virtually in balance that year, recording a deficit of only
$1 billion.

At present, the primary [ocus of the budget debate is the outlays that will
oceur in fiscal year 2000 as a result of discretionary appropriations of budget
authority. On that score—estimating the outlays from discretionary budget authority
—CRBO has an admirable track record. Between 1993 and 1998, its projections of
appropriated spending each year differcd (fom actual outlays by an average of just



$2 billion, or 0.4 percent (disregarding whether the difference was above or below
actual spending).

[Towever, for the remainder of the budget (revenues and mandatory
spending), CB()’s projections—along with those of the Office of Management and
Budget (OMB) and other forecasters—have not been as accurate. With total federal
revenues and outlays in the vicinity of $1.8 trillion each year and a national economy
of $9 (nllion, even small variations from the forecasts for economic variables, tax
revenucs, or mandatory spending can lead to changes in the surplus or deficit of tens
of billions of dollars. For fiscal year 2000, if revenues and outlays differ from
CBO’s estimates by as little as 1 percent, the on-budget surplus could be $36 billion
higher or lower. Thus, the on-budget surplus for 2000 could differ substantially from
CBUO's baseline projection of $14 billion, even if the two objectives mentioned above
arc met.

Discretionary Spending Caps

The caps on discretionary spending are moving targets rather than permanently fixed
valucs. ‘The caps can be adjusted upward to account for funding designated as

emergency requirements and for certain other. eenerally small. iterns. OMB. which
is responsible for detlermining compliance with the caps, may also make adjustments

to reflect changes in budgetary concepts and definitions. As a result of those various
types of changes, the caps on discretionary outlays for 2000 have increased from a
total of $564.3 hillion (as initially set in the Balanced Budget Act) to $575.8 billion
(as specified in OMB’s Sequestration Update Report, issued on August 25, 1999),

Adherence 1o the caps 1s enforced through sequestration, which involves
across-the-board cuts in funding for discretionary programs. After this session of
Congress ends, OMB will determine whether a sequestration is required on the basis
of its estimatcs of the discrctionary caps as adjusted and of the spending that will
result from appropriation actions. CBO produces estimates of both the caps and
spending, but for the sequestration process, those estimates are purely advisory.

In CBO’s view, the President’s most recent budget request and House and
Senatc appropriation action to date all exceed the outlay caps for 2000 by similar
amounts. CBO estimates that discretionary outlays from the policies of the
President’s Mid-Session Review would excecd CBO’s July I estimate of the caps by
$35billion. The Administration, by contrast, asserts that those policies would adhere
to the caps—in part because it estimates lower outlays from the policies and in part
because it has proposed a number of offsels (such as tobacco taxes and Medicare
savings) that CBO believes cannot be used to offset discrctionary spending under the



provisions of the Balanced Budget and Emergency Deficit Control Act of 1985, as
amended.

CBO estimates that Congressional appropriation action, as of October 27,
also exceeds its July 1 estimate of the outlay caps—by a total of about $31 billion.
But cven though estimated outlays exceed the caps, a scquestration may not occur.
A significant part of the ovcrage—about $26 billion—results from spending that has
been designated as emergency requirements. If the President concurs with the
designation, that spending will result in corresponding upward adjustments to the
caps.

Inaddition, OMB’s estimates of outlays are lower than CBQs, espectally for
defense spending—and OMB’s estimatcs are the ones (hat determine the need for a
sequestration. Indeed, the budget committees’ scoring of the appropriation bills
includes scorekeeping adjustments ntended to approximate the Administration’s
outlay estimates. Depending on the funding levels established in the appropriation
bills that have nol yet been enacted, the combination of emergency designations and
lower outlay estimatcs may be enough for OMB to determine that a sequestration is
not required.

On-Budgct Surpluses or Delicits

The second budget issue that has received much attention lately is whether an on-
budget surplus will resull in fiscal year 2000. Whether discrctionary spending
adheres to the statutory caps, as determined by OMB, can affect whether the
government ultimately achieves an on-budget surplus, but the first does not guarantee
the second. [t is possible to exceed the caps and still have an on-budget surplus;
conversely, 1t is possible to adhere to the caps and still have an on-budget deficit.
(The scquestration procedures are aimed at holding spending under the caps, not
necessarily at avoiding on-budget deficits.)

Two major lactors can account for those different outcomes: spending for
which the caps are adjusted and estimating errors.  Although the caps may be
increased for spending designated as emergency requirements, such spending still
counts toward determining the on-budget surplus or deficit. Thus, appropriating
cmergency funds is not a violation of the caps, but it will result in additional outlays
that will lessen or eliminate an on-budget surplus.

Estimating errors can have a similar result. If the estimates of outlays used
to determinc compliance with the caps are too low, spending may appear to fall
within the statutory limits wher, in reality, it will exceed them. The use of OMB
estimates—or scorckceping adjustments that approximatc thcm—creates such a



possibility, particularly because the Administration has routinely underestimated
dcfense spending in recent years.

CBO)'s current cstimates indicate that there is came mam 1 aveeed the
spending rmplied by the discretionary caps while still maintaining an on-budget
surplus. In its summer update of the baseline, CBO projected an on-budget surplus
of $14 billion for 2000, assuming that discretionary outlays would be about $580
billion (CBO's estimate of the discretionary caps at thal time). If those projections
are accurate, discretionary spending could exceed CBO’s estimate of the caps by up
to $14 billion without causing an on-budget deficit.

Both the President’s budget proposals and Congressional action would result
in discretionary spending that, by CBO’s estimates, would exceed the caps by more
than $14 billion and thus result in an on-budget deficit for 2000. CBO estimates that
the President’s budget, if cnacted in full, would result in an on-budget deficit of
$7billion. That number is considerably lower than the amount by which his budget
would exceed the spending caps because of his proposals to offset total outlays with
revenue mcreases and Medicare reductions. However, the President’s budget does
not include provisions for some of the emergency appropriations that have been
enacted. I'or cxample, the emergency agriculture package will add approximately $8
billion to outlays. Including that sum, the on-budget deficit for 2000 under the
President’s proposals would increasc to $15 hillion even if the offsets were enacted.

Outlays from Congressional action on appropriation legislation, including the
latest action on all 13 regular appropriation bills, would also exceed the discretionary
caps by more than CBO’s baseline cstimate of the on-budget surplus. After taking
that surplus into account, CBO projects an on-budget deficit of about 17 billion (see
Table 1).

The Social Sccurity Surplus

The current off-budget surplus is much larger than any on-budget surplus projected
for the near futurc. The Social Security trust funds account for virtually all of that
olt-budget surplus. (The net income or spending of the Postal Service is quite small
in comparison. )

Income credited to the Social Security trust funds {from tax revenues and
mterest on the funds’ holdings of Treasury secunties) exceeded spending for Social
Sccurity benefits and adminjstrative costs by about $125 billion in fiscal year 1999.
CBO expects that, under current law, the Social Security surplus will grow to
$147 billion in 2000. What happens Lo that money?



TABLE 1. ESTIMATED BUDGETARY IMPACT OF CURRENT APPROPRIATION ACTION
FOR FISCAL YEAR 2000, AS OF QCTODLR 27, 1999 (In bilfions of dollars)

Budget
Authority Outlays
Discrutionary Appropriations (By bill)?
Agriculture 227 227
Commerce, Justice, State, the judiciary 372 363
Defense 269.4 267.8
District of Columbia 04 0.4
Lnergy and water 213 21.0
Forcign operations 12.7 13.3
Interior 14.4 147
Labor, HHS, Education® 84.6 834
Legislative 25 25
Military construction 84 3.8
Transpartation 13.6 44.7
Treasury and general government 13.7 147
Veterans, HUD, independent agencies 71.9 83.7
Subtotal* 5729 614.1
Across-the-board reduction of 0.97 percent -5.7 -35
Savings [rom additional collections of defaulted
student loans 0.1 0.1
Total" 567.1 610.5
CBO’s July 1999 Baseline Estimate of
Discretionary Appropriations $39.3 YLK
Difference (Totul appropriations
minus baseline estimate) 278 30.7
Additional Interest Costs Resulting from
Higher Appropriations na. 0.8
Total Changg [rum Bascline na. 31.5
CBO’s July 1999 Buseline Estimate of
the On-Budget Surplus na. 14.4
CBO’s Estimate of the On-Budget Deficit (-)
Reflecting Appropriation Action to Date* na -17.1
Memorandum;
Emergency Designations® 272 25.8
Congressional Scorckeeping Adjustments® 34 193
SOURCE: Congressional Hudget Office,
NOTE: [11IS = Department of Health and Human Scrvices: HUD = Department of Housing and Urban

Devclopment; n.a. = not applicable.

. CBO estimaes, excluding scorckeeping adjustments.

b. Included in the appropriation figures above,

¢ Reductions spplied tv CRQO's estimatcs tor Congeessionul scorckeeping purposcs; not included in any of the figures
bove.




That surplus is invested in ‘Ireasury securities and earns intcrest for the trust
funds. The cash that the Treasury receives in return for those securities can be used
in two ways. If the revenues and expenses of the rest of the government (other than
Social Security) are in balance, the cash generated by the Social Security surplus is
used to reduce federal borrowing from the public—that is, to pay down the debt.
Alternatively, if the budget of the rest of the goverament is in deficit, some of the
cash generated by the Social Security surplus is used to pay other cxpenses of the
govemnmentand to avoid the need to borrow from the public to support that spending.
In cither case, the balances credited to the Social Security trust funds and the
government’s legal obligation to pay Social Security benefits are unaffected.

Surpluses, both on-budget and off-budgct, nevertheless have significant
bencfits because they allow the government to reduce debt held by the public. Such
debt reduction cuts the government’s interest cosls, adding further to the surplus or
providing more resources to be used for other purposes. In the long run, substantial
reductions in federal debt held by the public can add significantly {o national saving,
thus enhancing economic growth and better equipping the nation to bear the
economic and budgetary burdens imposed by the aging of the baby-boom generation.



